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AUSTRALIAN KEY ECONOMIC INDICATORS 


All values in US$ Million (unless otherwise specified). 
Percentage changes calculated in Australian dollars. Exchange rate changes 
may ma = or offset percentage changes, particularly in FY82/863. 

FYal FY82 FY83 *change 
Exchange rate: US$1.00=A$ 0.871 0.987 1.071 FYED/PYS3 
INCOME PRODUCTION, EMPLOYMENT 
GOP at current prices 149,811 151,496 150,170 8.5 


GDP at constant FY80 prices 136, 309 125,028 111,496 -8 
Per capita GDP current prices 10,054 10,168 9, 960* 76 
Private equipment/capital exp. 13,289 15,278 13,084 5. 
2 

-8 


Household disposable income 103,373 104,270 106, 398 

Industrial production index 

(1976/77= 100) 110 109 97* 

Weekly wage rate index 713.6 173.91 170.41 -9,. 

Average weekly earnings(male) 231.4 230.1 319.4 + i 
5 


Labor force ('000) 6,729.2 6,826.5 6,933.8 e 
Unemployment rate (%) $.2 6.6 8.9 35. 
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MONEY AND PRICES 

Money supply (M3) 61,099 60,419 61,354 
Interest rates 

Savings bank deposit rate 3.75 3.75 3.75 
Comm'] bank overdraft 12.50 14.50 14.50 
Consumer price index(FY81=100) 100.0 110.4 123.1 
Wholesale price index(FY69=100)2 305.2 329.0 360.4 
Retail sales (current prices) 38 ,094 37,795 37,894 


BALANCE OF PAYMENTS AND TRADE 

Gold and forex reserves 6,092 6,652 10,035 

BOP (net monetary movements) 1,319 1,391 2,274 

Trade balance -426 -3,475 -776 

Exports FOB 21,600 19,509 20,733 
US share($) 2,465 2,202 2,094 
US share (%) 11.4 3.3 9.9 

Imports FOB 22,026 22,984 20,364 
US share ($) 4,786 5,365 4,449 
US share (%) 21.7 23.3 21.8 


Principal US exports to Australia: specialized industrial machinery ($452); 
office & automatic data process. equipment ($410); general industrial 
machinery, equipment and parts ($386); miscellaneous manufactured articles 
($306); other transport equipment ($286); miscellaneous commodities ($263); 
power-generating equipment ($248); electrical equipment ($217); professional 
and scientific instruments ($214). 
Principal US imports from Australia: miscellaneous commodities ($736); meat 
and meat preparations ($649); metalliferous ores & metal scrap ($133); fish 
and fish preparations ($110); sugar, sugar preparations and honey ($71); iron 
& steel ($55); textile fibres & waste ($52). 
Footnotes: 
* Estimated values 
1. Index now based on 1976 occupation structure replacing 1954 base. To 
establish % change, the 1982 reported index has been converted to the 1976 
base. 

Manufactured articles 


ae Australian Government publications and Australian Bureau of 
atistics. 





Summary. 


The financial year just completed has been one of 
Australia's worst since the Second World War. The economy 
has been shrinking for four consecutive quarters. 
Unemployment rose over the year to 10.2 percent, the highest 
in the postwar era. Profits are depressed, inventories have 
been liquidated, private investment has dropped by more than 
a fifth, and inflation remains stubbornly high. Soaring 
labor costs forced a wage pause lasting from December 1982 
to October 1983. The Australian dollar depreciated 
throughout most of the year, and was devalued 10 percent in 
March. The Government chalked up an A$4.4 billion deficit 
last year, and will almost double that in FY 1983/84 with an 
A$8.4 billion deficit, 4.7 percent of expected GOP. 


After a year of recession, the Government hopes that 
economic recovery abroad, the breaking of the drought, a 
strongly expansionary budget and a wages/prices compact with 
organized labor will lay the foundation for real growth of 
three percent this financial year. Its strongly 
expansionary budget at a time of still-high inflation is 
recognized by the Government as a gamble. Prospects for 
success of this economic strategy hinge on union acquiesence 
in limiting wage increases to rises in the CPI. 


Over the next three to six months, Australia should begin to 
revive from its longest postwar recession. Growth should 
resume and with it opportunities for US investors and 
exporters. Increased overseas funding will be required as 
recession-delayed resource projects are dusted off and as 
Government-funded infrastructure projects get underway in 
time for the 1988 Bicentennial. In connection with foreign 
investment, investors should be aware that Government 
oversight on Australian equity is stricter. 


The outlook for US imports this year is uncertain, as 
private demand is expected to be flat. Other factors such 
as appreciation of the Australian dollar and rural sector 
recovery should offset the continuing effects of the 
recession. All in all, we believe the coming year should 
see better opportunities for US investors and exporters than 
last year. 





1983/84 Budget. 


The Government's principal economic policy tool is its 
annual budget. As the new Labor Government's first budget 
effort, the FY 1983/84 Budget presented to Parliament on 
August 23 has even greater importance. 


Contrary to expectations, the Budget contained no major 
surprises on the revenue-raising side. Indeed, it was 
considered by most observers to be an unusually mild budget 
for a brand-new Labor Government. Income taxes were not 
raised, but the traditional excise tax targets -- beer, 
liquor, tobacco and petroleum products -- were hit again. 
Treasurer Paul Keating also announced that all excise taxes 
will henceforth be tied to rises in the Consumer Price Index 
every six months. The first increase was effective August 
23, and amounted to 4.3 percent (the rise in the CPI during 
the January-March and April-June 1983 quarters). Indexing 
excise taxes insulates the excise tax take from inflation 
and relieves the government of the necessity of announcing 
periodic unpopular increases in beer, tobacco and gasoline 
prices. 


Income taxes were not raised, but there will be a one 
percent levy on income effective February 1984 to pay for 
the Government's absorption of Medicare. Taxes on lump sum 
pension payouts were raised before the Budget was 
introduced, and have been a source of considerable unrest 
among highly paid sections of the work force since May. 
Major changes were made by the Treasury in response to ACTU 
pressure, but the domestic airline pilots are scheduled to 
go out in early October in continuing protest against the 
new rates. Assets/means tests, abolished when the Fraser 
Government took office, have been reimposed. This also took 
place before the Budget was announced. 


Insofar as economic policy is concerned, the FY 1983/84 
Budget is strongly expansionary. In real terms, revenues 
will be flat and expenditures up 7.2 percent. A deficit of 
A$8.4 billion is projected, 4.7 percent of GDP. Moderate 
money supply growth (9-11 percent) is forecast. The 





Government hopes that the inflationary impact of the Budget 
will be muted by a drop in inflation to 7.5 percent, and, 
most importantly, by wage restraint. The latter point will 
be discussed in the Section on wages and prices. 


The basic economic policy assumptions underlying the 
Budget's projections are optimistic. The Budget forecasts 
continued strong growth in public sector demand and weak 
private sector demand growth. A further "marked fall" in 
business investment is expected. There will be a strong 
rise in private housing construction, thanks to an infusion 
of government funding. Farm sector output is expected to 
rebound strongly with the breaking of the drought. Gross 
domestic non-farm output is expected to grow by 5 percent in 
real terms during FY 1983/84. GDP growth of 3 percent in 
real terms is anticipated. 


Other aspects of the Budget will be discussed in the 
sections that follow. 


In its first Budget the Government is taking a major gamble 
in attempting to promote a sustainable, government-led 
recovery while inflation is still close to double-digits. 
This strategy depends crucially on wage restraint, not 
generally considered a characteristic of Australian 
workers. To its credit, the Government recognizes that it 
has undertaken a colossal task. In the Treasurer's own 
words, Australia, in fighting inflation and unemployment 
Simultaneously, is attempting "what no industrial economy 
has yet achieved." If the Government attains these two 
goals, its achievement will indeed be considerable. 


Balance of Payments 


Balance of payments figures for FY 1982/83 (July 1, 1982 - 
June 30, 1983) showed what the Treasury called "a very 
large" overall balance of payments surplus of A$2.431 
billion. This surplus is almost double the surplus of A$ 
1.354 billion recorded in FY 1982/83. 





On trade account, FY 1982/83 exports totalled A$20.856 
billion, 9 percent up on FY 1581782 Farm exports fell 5 
percent, with large drops recorded in the value of sugar and 
cereals exports. Meat exports were up as a consequence of 
increased slaughter and higher prices (in Australian 
dollars). Non-rural exports were up 20 percent, with all 
commodity groups showing gains, the most significant being 
coal. Imports totalled A$21.576 billion, down 4 percent 
from the previous financial year. Falls were recorded in 
all categories except food, beverages and tobacco, and 
fuels. The biggest fall was in imports of machinery and 
transport equipment, down A$600 million. 


Net invisibles grew marginally to A$5.740 billion. Sharply 
increased interest payments on private and government 
borrowing abroad were partially offset by "much lower" 
distributed profits abroad and increased earnings on 
Australian's international reserves. 


Net inflow on capital account was down A$1.415 billion from 
the previous year. There was a very sharp slowdown in 
capital inflow during the last six months of the financial 
year -- from A$6.169 billion in the first half of the 
financial year to A$2.722 billion in the second half. 


For the current financial year, exports of goods and 
services are expected to increase moderately. Farm exports, 
especially wheat and grains, should record better growth. 
Exports of coal and energy should pick up as the world 
economy improves. Imports are expected to decline still 
further as a consequence of weak domestic demand, 
particularly business investment. There may be some 
expansion of import volumes over the course of the financial 
year, according to the Treasury. The FY 1982/83 trade 
deficit should turn to surplus in FY1983/84, and could more 
than offset the marginal increase expected in the invisibles 
deficit. 





The current account deficit is likely to narrow as a 
consequence, but not to the degree it did from FY 1981/82 to 
FY 1982/83. Capital inflows have been strong in the first 
two months of the present financial year. Nevertheless, the 
Government says its monetary and exchange rate policies will 
act to bring about a "markedly lower" level of private 
capital inflow than in FY 1982/83. 


Exchange Rates 


The Australian dollar was devalued by 10 percent on March 8, 
1983, in the wake of Labor's convincing victory in the 
Federal elections. Since that time, the Australian dollar 
has appreciated steadily. At the present time, the 
Australian Reserve Bank midrate for the benchmark 
Australian/US dollar rate is A$l1 equals US$0.90. Prior to 
the March devaluation, the rate was A$1l equals US$0.9491, 
which means that the Australian dollar has regained almost 
six percentage points of its original 10 percent devaluation 
against the US dollar. 


The Australian/US dollar rate is a key determinant of 
capital inflows, and as such is adjusted daily by the 
Treasury and the Reserve Bank on the basis of short-term 
economic policy goals, particularly monetary policy. Once 
the new Labor Government established itself and reassured 
investors here and abroad that it was not radical, the 
post-devaluation level of the Australian dollar attracted 
foreign capital drawn by high interest rates and the 
prospects of eventual appreciation of the currency. Fearful 
that excessive capital inflow could be inflationary via its 
effects on money supply, the authorities have been forced to 
raise the Australian/US dollar rate to reduce these 
incentives. 


At the same time, the trade-weighted index (TWI), which 
measures the Australian dollar against all major trading 
currencies, and is the principal indicator of Australian 
international competitiveness, has had to be increased as 
well. The pre-devaluation TWI stood at 81.5: at the 
present time, the TWI is at 80.9, wiping out virtually all 
of the March devaluation. 





Over the coming six months, exchange rate policy will 
continue to be the field on which two of the Government's 
basic objectives will clash -- international competitiveness 
and control over money supply. A steady weakening of the US 
dollar from its present levels will give the Government the 
chance to avoid the tension between these conflicting goals 
by, for example, lowering the TWI to improve Australian 
competitiveness, while manipulating the Australian/US dollar 
rate to control capital inflows. 


Interest Rates 


Interest rates tended to remain high in the aftermath of the 
March elections for a number of reasons. Foremost was the 
Government's own financing requirements to meet its FY 
1982/83 A$4.4 billion deficit, and its anticipated FY 
1983/84 deficit of A$8.5 billion. To finance its deficit, 
and also to neutralize capital inflows, the Government sold 
large quantities of bonds. So far this financial year, the 
Government has sold $3.7 billion in securities, and informed 
opinion believes it will try to raise as much as A$5 billion 
of its requirements before the end of 1983. These large 
sales have underpinned interest rate levels until very 
recently. 


Traditionally, the Australian economy is far more liquid 
during the first half of its financial year because of 
government disbursements. This is particularly true this 
year, with a strongly expansionary budget. This factor, 
together with very weak consumer and business demand for 
funds has made the market extraordinarily flush. As a 
consequence, interest rates have begun to decline. 


Looking further ahead, domestic demand could revive in the 
latter half of FY 1983/84; i.e., in the beginning of CY 
1984. If it does, it could combine with the Government's 
continuing need to finance its deficit and the seasonal 
drain of liquidity to keep interest rates at a comparatively 
high level. Additional uncertainty over interest rates 
stems from the market's assessment of how successful the 
Hawke Government will be in controlling inflation. 





Employment and Wages 


The shakeout in employment during the current recession has 
been severe. The total number of persons employed in the 
non-farm sector dropped by 1.6 percent during FY 1982/83, 
and aggregate hours fell by 2.5 percent. The total number 
employed in civilian occupations fell by 1.4 percent, the 
largest fall in 30 years. The decline in employment was 
particularly marked in the manufacturing and construction 
industries. 


The unemployment rate increased sharply during FY 1982/83 to 
an annual average for the year of 9.0 percent. The 
comparable rate for FY 1981/82 was 6.2 percent. At the 
present time (late September 1983), the unemployment rate 
stands at 10.2 percent. 


For FY 1983/84, Treasury expects the economy's output to be 
largely accounted for by increased productivity, rather than 
by gains in employment. Some increase is expected in public 
sector employment, but this will be offset by a 2 percent 
growth in the size of the work force. Little or no gain is 


expected in private employment as firms continue to suffer 
the effects of high labor costs and pinched profit margins. 
Thus, the Government anticipates a higher unemployment rate 
through the current financial year, and has budgeted for an 
average level of unemployment benefit recipients of around 
680,000, compared to an average of 540,000 in FY 1982/83 and 
an actual figure of 634,000 in July 1983. 


The sharp decline in employment and the Fraser Government's 
wage "pause" from December 1982 to October 1983 slowed wage 
growth during the latter half of FY 1982/83. As an example, 
male award rates for the second half of FY 1982/83 
(January-June 1983) averaged only 3.3 percent, compared to 
12 percent in the first half of FY 1982/83 and 16.7 percent 
the preceding half-year. In real terms, workers suffered a 
loss of 7.6 percent during January-June 1983, a rare 
occurence in Australia. 





The wage "pause" ended in late September with the 
Conciliation and Arbitration Commission deciding to award a 
4.3 percent general pay increase to all workers, effective 
October 6. The award, which marks a return to the 
centralized wage indexation system abandoned in 1981, is 
based on the increases in the Consumer Price Index during 
the January-March and April-June quarters of 1983. 
Indexation will be determined every six months, and unions 
will be required to pledge not to seek increases outside the 
award. 


This is perhaps the Government's biggest economic policy 
gamble. It has bought labor peace with a pay increase 
before economic recovery has begun and before inflation has 
been squeezed out. If wage settlements do exceed the 
boundaries set by semi-annual CPI indexation, they will have 
major negative effects on inflation, interest rates, 
corporate profitability and investment and employment. 


Prices and Consumption 


The first half of FY 1982/83 saw the rate of inflation (as 
measured by the CPI) accelerate to 12.9 percent. The 
inflation rate eased in the second half of the year to 9.8 
percent, as labor costs slowed and some meat prices dropped 
as a consequence of the breaking of the drought. Lower 
inflation rates abroad also helped, despite the general 
depreciation of the Australian dollar through the year. 
Australian inflation, however, is still very high by current 
international standards. It is more than double the average 
rate of inflation in the seven major trading countries, 
three times the US rate and almost five times the Japanese 
rate in the first half of CY 1983. 


The Government expects the CPI to fall to 7.5 percent in FY 
1983/84, with a large part of the fall due to the removal 
of medical expenses from the Consumer Price Index as 
Medicare is introduced in February 1984. The removal of 
medical expenses is expected to cause the CPI to drop as 
much as 3 percentage points. More broadly-based price 
deflators are expected to continue above this level. 





With CPI-indexed wages a reality, it appears likely that a 
7.5 percent floor will be established as Australia's base 
inflation rate, even if the Government's predictions that it 
will fall that low are correct. On present estimates, a 7.5 
percent inflation rate will be higher than rates prevailing 
in all of Australia's principal trading partners. 


Private investment in plant and equipment and 
non-residential construction has contracted sharply over the 
past 18 months, and is the main cause of the decline in 
private domestic demand. By the second half of FY 1982/83, 
investment in the former was 22 percent below, and in the 
latter 16 percent below their pre-recession peaks. The 
total fall was equivalent to a 2.6 percent drop in GOP. 
Manufacturing --particularly metalworking -- was the hardest 
hit. Investments already in the pipeline maintained mining 
sector outlays in the first half of FY 1982/83, but 
investments in this sector also declined sharply in the 
second half of the financial year (January-June 1983). 


Business surveys for FY 1983/84 indicate that private 
investment will decline in all major sectors. 


As for private consumption outlays, Treasury expects only a 
very modest increase on the order of 1.5 percent during the 
present financial year. With real household disposable 
income expected to increase by around 3 percent, a further 
increase in an already high savings rate is expected. Auto 
sales have been mediocre during the first eight months of 
1983, after a record sales year in 1982. 


Public sector outlays are the only component of consumption 
expected to show important gains over the year. 


Rural Sector 


The outlook is bright for the rural sector. 


Weather conditions have been quite favorable for winter 
cereals, with forecasts for the wheat crop ranging between 
16-19 million tons. If growing conditions continue 





favorable, a record crop in excess of 18 million tons is 
probable. For purposes of comparison, the wheat crop last 
year, during a severe drought, was 8.6 million tons. Other 
major cereals, barley, sorghum, corn and oats, are also 
doing well. 


Widespread autumn and winter rains ended the drought. The 
rains did not arrive in time, however, to prevent 
significant liquidation of beef cattle breeding stock. Asa 
consequence, smaller meat supplies in 1984 will reduce 
export availabilities and increase domestic prices. 


Due to very dry conditions during the early growing period, 
Australian sugar production in the 1983/84 crop year is 
expected to decline for the first time since 1978/79. For 
the present crushing season, production of 3 million tons is 
expected from a cane crop of 20 million tons. Sugar exports 
are likely to fall from 2.7 to 2.4 million tons, but export 
revenue, reflecting forecast price improvements, is likely 
to be constant at around A$600 million. 


The Resources Sector 


Minerals and energy remain a central element in Australian 
economic growth and well-being. Despite the serious 
problems that have beset Australian resource companies over 
the past 18 months as the result of worldwide economic 
recession, mineral and energy production continues to 
account for nearly 40 percent of Australia's total exports. 
Coal strengthened its role as Australia's single largest 
export earner, with a record A$2.6 billion in overseas sales 
in 1982. As a result of favorable contracts negotiated 
early in 1982 or as a consequence of expansion initiated 
during the 1980-81 resources boom, other mineral commodities 
also registered record production and sales figures in 

1982. The total value of mineral and energy exports in 1982 
was A$8 billion, 15 percent up on 1981. 


The current year will not, however, be as kind to the 
industry. New coal and iron ore contract prices are well 
below 1982 levels. Sluggish world markets and reduced 





prices have affected key commodities such as alumina, 
nickel, manganese, lead, tin, tungsten and others. During 
the past 12 months, many mineral and energy companies have 
recorded losses, and investments in new projects have 
slackened. 


Industrial disputes, the bane of the resources sector, have 
again emerged as a major headache, especially for large iron 
ore companies in Western Australia and Bass Strait oil and 
gas producers. 


Nevertheless, longer-term prospects for Australian mining 
and energy generally look quite good. The pickup in the US 
economy and in other important Australian markets should 
boost sales and earnings of a number of key commodities. 


Projects worth many billions are on the drawing boards and 
will be implemented once market demand justifies it. US 
companies remain by far the leading foreign participants in 
the Australian resources sector. Next to Japan, the US 
provides the major destination for Australian mineral 
exports. We are also the source of most Australian imports 
of resource-related goods and services. 


Implications for US Investment 


Over the next 3-6 months, Australia should begin to revive 
from its longest postwar recession. Growth should resume as 
a consequence of US economic recovery, the end of the 
drought, and the expansionary fiscal impact of the FY 
1983/84 Budget. Inflation and labor costs are two factors 
that bear careful watching over the next six months. 


As we have emphasized in our previous reports, Australia is 
still a land of wide and varied investment opportunities. 

As recovery brings renewed interest in resource investment, 
Australia will need increased overseas funding to bring 
committed and final feasibility projects forward. The same 
reasoning holds true for infrastructure projects, which will 
receive priority attention as Australia's 1988 bicentennial 
celebration approaches. The United States should continue 
to be the largest source of finance for these projects. 





Airport upgrading, railway and road construction projects 
and telecommunications projects, including satellite 
broadcasting, are examples of the kind of infrastructure 
development that Australia will embark on over the next five 
years. 


The Australian Government welcomes foreign investment, and 
has been successful in attracting American, as well as 
European and Asian capital. After initial large outflows in 
the runup to the March federal elections, sizeable foreign 
capital inflows have resumed in the wake of positive 
investor assessments of the new Labor Government. 


Investors are reminded that virtually all foreign investment 
proposals must be screened and processed by the Foreign 
Investment Review Board (FIRB) in Canberra, which recommends 
approval, change or disapproval to the Federal Treasurer. 
Most investments are approved, but many require changes to 
meet Australian legal and financial equity participation 
rules and guidelines. Cases processed so far under the new 
Government have revealed a stricter FIRB insistence on at 
least 50 percent Australian equity participation. At the 
direction of the Treasurer, an important review of foreign 
investment policy has been undertaken by the FIRB, and its 
results should be known by the end of this year. 


Both the Embassy and the FIRB welcome inquiries from 
potential investors. The Embassy and Consulates are also 
familiar with state investment incentives and assist in this 
field as well. 


Implications for US Trade 


The Australian market for imports declined by 4 percent 
during FY 1982/83. Recession, postponement of resource 
projects, and the effects of year-long depreciation followed 
by devaluation in March 1983 were the principal reasons for 
the decline. The US share of Australia's imports fell from 
23.3 percent of the total in the previous financial year to 
21.8 percent. 





The picture for the current year is uncertain. Domestic 
demand will be essentially flat during the year, and private 
investment will be sharply down. On the other hand, savings 
are high and household disposable income is expected to 
increase during the course of the year. Lower inflation 
abroad and appreciation of the Australian dollar could help 
make imports more attractive. The rural sector's rebound 
should help sales of agricultural equipment. All in all, 
the positive factors should outweigh the negative and we 
would therefore expect to see a better import performance 
this financial year, probably becoming apparent in the early 
months of 1984. 


Importers should be aware, however, that Australian law 
permits quick imposition of anti-dumping cash deposits. 
Under the impact of the current recession, local 
manufacturers have actively pressed anti-dumping charges. 
At the present time, the GOA has 40 active anti-dumping 
investigations underway. 


Energy and mineral projects should continue to provide 
attractive opportunities for US suppliers of mining, 
earthmoving and construction equipment. The outlook for oil 
and gas field equipment continues to look bright. 

Computers, business equipment, telecommunications systems, 
health care, security and safety equipment should all 
continue to high potential for US exporters. High income 
levels and the Australian focus on leisure activities should 
ensure sales opportunities for leisure and sports 

equipment. Videocassette software sporting goods, toys, 
kitchenware, hardware and do-it-yourself gear, as well as 
sophisticated consumer goods generally should do well here, 
particularly if they have a special cachet and are 
energetically promoted. 


Although the economy is still gripped by the effects of 
recession, the year ahead should see better opportunities 
for US investors and exporters than last year. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-421-007:565 








